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CHAPTER I 
WHAT A BOOKKEEPING 
SERVICE IS 
This book discusses a small firm offering a bookkeeping, accounting, and 
tax service which might consist of only one member and an assistant, or 
at most around 8 to 10 people. Gross receipts might range from as little 
as $3,000 to $4,000 a year for a newcomer to around $40,000 to $50,000 
annually. The firm might be located in either a large city or a small 
community. The clients would themselves be small businesses—the neighbor-
hood grocer and druggist, an auto repair shop, a trucking firm, a machine 
shop, a leather goods jobber, or perhaps ranchers or small grain elevators 
or canneries in the rural areas. 
You may be considering the idea of starting such a bookkeeping service. 
How do you go about establishing and operating it? What do you have 
to know? Do you have to be a certified public accountant? How much 
money do you need to get started? How much can you expect in the way 
of earnings? What are the advantages and disadvantages? What are the 
prospects for success? 
You will find the answers to such questions in this booklet. But before 
you study the details you will want to know something about the nature 
of such services as a whole—the background, the present situation, and 
the outlook. These broad subjects are covered briefly in this chapter. 
Importance of Bookkeeping Services 
Primarily, the accountant provides his clients with good business records. 
Adequate records are becoming more and more essential to the small 
businessman. This is true for a number of reasons. 
For example, numerous studies by the Department of Commerce and 
other agencies have shown that most small business establishments that 
failed either had inadequate records or none at all. Business success and 
good record-keeping seem to go hand in hand. An adequate record-keeping 
system helps to reduce the probability of failure and increase the chances 
of survival. 
Good records also help to increase profits. In a study of retail manage-
ment practice, made by the Department of Commerce, it was found that 
among the stores surveyed most of the profitable ones had good records, 
whereas most of the unprofitable ones had poor records: "It is not 
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surprising that 83 percent of the profitably-operated stores kept up-to-date 
accounts, that 88 percent of them kept neat and orderly books. 
Compare these percentages with those for unprofitably operated stores— 
40 percent and 47 percent * * *. Poor bookkeeping appears to be 
a decidedly large factor in the unsuccessful operation of a business."1 
There are other reasons why good records are important to the small 
businessman: 
1. Records protect the businessman's family from legal entanglements 
in the settlement of his estate. 
2. In the case of destruction or loss of property, records assist the 
businessman in recovering the property, proving ownership, and 
establishing claims. 
3 . Records enhance the possibilities of borrowing money from banks 
or others. 
4 . Records place the proprietor in a better position for bargaining 
if he desires to sell his business. 
5. Finally, the Federal income and withholding tax regulations, Federal 
excise tax regulations, the Social Security Act, the Wages and 
Hours Law, sales tax laws in many of the States or cities, and 
an increasing number of other tax laws and regulations require 
certain records and reports from every businessman. 
1
 Survey of Retail Management Practices. Domestic Commerce Series No. 81, U. S. Department of Commerce, 
1933; p. 8. Government Printing Office, Washington 23, D. C. 
2 
The proprietors of even the smallest businesses are becoming increasingly 
aware of the necessity and value of records. Thus the accountant renders 
an important service to his clients. 
What the Accountant Does 
Most small businesses probably first seek the services of an accountant 
because of taxes. Businessmen want help not only with their Federal 
income taxes, but also with all types of State and local taxes including 
social security, and sales taxes. The small businessman usually has a 
positive dislike of any printed form and is only too glad to be rid of the 
worry of filling it out. It is necessary for the accountant to have a sound 
knowledge of all taxes affecting businessmen and he must keep abreast 
of current developments. This is no easy task. 
The design and installation of a record-keeping system is another part 
of the accountant's job. System work often calls for diplomacy and 
patience. The accountant may find that although the businessman will 
insist upon an adequate bookkeeping system, he will sometimes be unable 
or unwilling to discontinue poor business practices of years' standing— 
such as the loose handling of cash—which make the operation of a good 
system impossible. 
Bookkeeping may be the most important work of the small firm. This 
work may be done at the client's place of business, or the transactions 
may be entered in books kept in the accountant's office. Monthly adjust-
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ments, trial balances, and financial statements usually are part of the 
bookkeeping work. 
Auditing, in the commonly accepted sense, is typically the least important 
work for the accountant who serves smaller businesses. This is true for 
a number of reasons, one of them being that small businesses seldom have 
a need for independently audited financial statements. 
Many proprietors of small businesses have no disinterested person with 
whom they can discuss their management problems. The accountant may 
frequently be consulted on management matters far removed from ac-
countancy. An accountant in a small town in Texas reported a typical 
incident. "Keene," said his client, "I have to get a water pipe across the 
road. How do 1 go about i t ? " The accountant got the necessary informa-
tion for him. Management assistance in all kinds of operating problems 
may be part of the work of the small firm. 
The Outlook for the Future 
All indications seem to point to a rising long-term demand for the services 
of small bookkeeping firms. We have already mentioned the increasing 
need for records and reports on the part of businessmen because of tax 
laws and regulations and their growing awareness of the value of records 
for good management. These trends are likely to continue in the future. 
Some of the most likely prospective clients for bookkeeping services 
are to be found among new small businesses that are just getting estab-
lished. The number of new business enterprises declined during the war, 
but is now increasing rapidly. Thus, in the last few years, the estimated 
number of new businesses has been as follows: 
1940 — 357,300 1943 — 143,400 
1941 — 447,600 1944 — 272,800 
1942 — 334,700 1945 — 421,700 
Of course, the economic fortunes of the accountant are closely tied in 
with the course of the business cycle. When conditions in general are 
good, more new businesses are started and it is easier to get new clients 
and adequate fees. In both good times and bad, however, the potential 
market for the services of small bookkeeping firms is a large one. For one 
thing, what facts are available show that, at present, a very small propor-
tion of the proprietors of small businesses keep adequate records. 
For example, a survey was recently made among small businessmen in 
Philadelphia, many of whom had been in business for a long time. Over 
one-fourth stated that they kept no business records at all. About the 
records of the others, the report on the survey reads as follows: "Fifteen 
percent said that they merely kept files of bills. Forty-nine percent claimed 
that they kept some form of single entry records. The interviewers' com-
ments on the schedules, however, indicated that these single-entry books 
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varied all the way from very good to worthless. Only 8 percent main-
tained full sets of double-entry books."2 
These facts are summarized in the table below: 
Percent 
of total 
No business records at all 28 
Files of bills only 15 
Some form of single-entry records 49 
Full sets of double-entry books 8 
Total 100 
Of those businessmen whose records consisted of files of bills or of 
single-entry books, only about one-fourth kept them in such a form that 
profit-and-loss statements could be drawn up at short notice. Of the remain-
ing three-fourths, about half appeared to be keeping complete and accurate 
records of their current receipt and expense items, but were not classifying 
or totaling them. They could prepare profit-and-loss statements from their 
records if they considered them sufficiently important, but rarely did so 
for their own purposes. The files of bills and the single-entry books of 
the remaining three-eighths of the businessmen who kept records of these 
types appeared to be too incomplete to be useful for any purpose. 
The survey goes on to say that, "the primary reasons why so many of 
the . . . group kept no business records or kept them in an unsatisfactory 
manner were overwork and lack of time." 
Many small businesses cannot afford to hire full-time bookkeepers (only 
7 percent of the businessmen who kept records, in the study referred to 
above, had full-time bookkeepers). Also, many proprietors apparently 
2
 From a survey of a sample group of self-employed persons in Philadelphia made by the Bureau of Old-Age 
and Survivors Insurance, Social Security Board. 
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have neither the time, the patience, nor the knowledge to keep simple but 
adequate records themselves. It seems, therefore, that there should be oppor-
tunities for many small bookkeeping firms, provided that businessmen can 
be sold on the need and value of good records. 
As in any line of endeavor, there are cases of both successes and failures 
among small bookkeeping firms. While failure to succeed is sometimes the 
result of conditions beyond the control of the individual, in the great 
majority of cases success or failure in this activity is largely dependent 
on the individual. 
If you decide to go into this field and want to increase your chance 
of success, you will have to meet and solve many problems. These are 
discussed in the following chapters. 
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CHAPTER II 
REQUIREMENTS FOR 
ESTABLISHING A BOOKKEEPING 
SERVICE 
To operate a bookkeeping service successfully, the accountant must actually 
know his subject matter thoroughly, not only the simple fundamentals but 
also the many other matters that make this work more complicated than 
it appears on the surface. He must be able to write clearly, to talk con-
vincingly, make friends easily, and inspire confidence in his ability by his 
personality and bearing. He must be prepared to engage in long hours of 
overtime work, to undertake rush assignments, and to do much detailed 
routine work. 
If you are thinking about entering this field of endeavor, some of the 
things you must consider in regard to requirements are: 
1. Education. 
2. Experience. 
3. Capital. 
4. The C. P. A. certificate. 
5. State laws and regulations. 
Education 
Obviously, the person interested in starting a small bookkeeping firm of 
his own needs to have a technical background, a sound training in account-
ing and related subjects. This basic training will include, first of all, 
thorough study of the theory and practice of accounting. If possible, it 
should also include the more specialized subjects such as taxation, systems, 
cost accounting, auditing, and commercial law. 
In addition, the accountant needs to have some knowledge of finance, 
insurance, and related subjects. He should not overlook training in English, 
since his relations with his clients require him to talk and write clearly 
and effectively. 
This basic training can be obtained in any good standard course in 
accountancy at the college level. The work can be done either through 
full-time residence, through part-time courses in the evening, or through 
a good correspondence course. The equivalent of 2 or 3 years' full-time 
residence is usually considered to give sufficient theoretical training. 
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Experience 
There seems to be rather general agreement that practical experience is 
one of the important requirements. Most accountants who have a firm of 
their own advise at least 1 or 2 years of experience working in a good 
small firm. 
One accountant states that it is best to get experience because otherwise 
there is danger of giving incorrect advice to clients which may have serious 
consequences. Another accountant says that it is very important to get 
experience because the average student learns only the fundamentals of 
accounting in school. "You learn much accounting in practice," he says. 
"Also, you learn how to organize your work, and how to set up a practical 
system of checks for errors. You can do sloppy and inefficient work unless 
you have had experience in organizing it." 
You can also get the necessary practical experience, by working as a 
bookkeeper for one or two private firms. This means having complete 
charge of a set of double-entry books—including the making of adjusting 
entries, trial balances, and the preparation of financial statements and all 
tax returns. A period of 1 to 2 years is regarded as the minimum length 
of time for acquiring experience in this way. 
A person thinking of entering this field might first get a full-time or 
part-time job as a bookkeeper for a private firm and pick up odd account-
ing and bookkeeping jobs on the side. He might also get part-time work 
while going to school. This work may be done in the evenings or on 
Saturday and Sunday. In this way the accountant not only can get ex-
perience, but also can get a few clients as a basis for starting out for 
himself. 
If you have had private accounting or bookkeeping experience in a 
certain kind of business you can often specialize in that field. For example, 
many small firms specialize in restaurants or laundries, or drug stores or 
some other line. Usually this is because the accountant has a detailed 
knowledge of the accounting and operating problems in that line of busi-
ness which he acquired through experience. 
Capital 
If you were thinking of starting a grocery store, it would be obvious that 
capital would be needed to buy fixtures and equipment, to buy the initial 
inventory of merchandise and to cover expenses until the business gets on 
its feet. The need for capital when establishing a bookkeeping service, 
however, may not be so evident. 
For example, some accountants state that when starting out in this field 
you do not need any equipment or even an office. You can work at home 
and either do your own typing or have it done on a part-time basis. "All 
the accountant needs to start with are pencils and columnar pads of paper." 
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Or, it may be possible to get desk space in an office for as little as $10 
a month in the larger cities, or $5 a month in the smaller towns. Announce-
ments and business cards, stationery and envelopes, and a few other miscel-
laneous supplies may be all that is needed in the way of organization 
expenses. 
Thus there appears to be rather general agreement that a minimum of 
investment in furniture, equipment, and supplies is advisable when start-
ing out in this field. Later on, after you have become established, you can 
acquire a typewriter, adding machine, filing cabinets, and other equipment, 
and you can rent and furnish an office out of accumulated and current 
earnings. 
You do need some capital in the very beginning, however, because of 
the length of time before you can expect to get a sufficient income from 
your practice. Typically the accountant does not have any clients when 
he first establishes his office. Even if you have a few clients when you 
start out, it will be at least a month before you can bill them for your 
services, and probably an additional 1 or 2 weeks before they remit. 
Accordingly, there is a unanimity of opinion that you should have enough 
money in the bank to pay your living expenses for at least 6 months. 
Some accountants say that you should have enough to live on for at least 
a year, and that if you start out cold in a new town where you do not 
have any acquaintances, it might be 2 or 3 years before you break even 
and get really established in your practice. 
Before starting out on your own, therefore, make a budget of your 
capital requirements. List each item of organization expense; make a 
careful estimate of your operating expenses (which should be kept to 
a minimum) ; and most important of all, budget your living expenses for 
a period of at least 6 months. Of course, this budget will vary with each 
person, depending on such factors as the amount he is accustomed to 
spending, his location, and how many clients he has in the beginning. 
The total amount might be $500 for one individual or $1,000 for another. 
But whatever the figure, you should have the budgeted amount of money 
available. 
C. P. A. Certificate 
Do you need to be a C. P. A. in order to start a small bookkeeping firm 
of your own? The answer is, "No, it is not absolutely necessary, but it 
certainly helps." That is, it is not legally necessary to have a C. P. A. 
certificate to engage in public accounting, as it is necessary for a doctor 
or dentist to have a license from the State before he can practice. But the 
prestige value of a C. P. A. certificate is of inestimable benefit. A state-
ment below about the C. P. A. requirement throws more light on the subject: 
"An essential to advancement in public accounting is the certified public 
accountant certificate issued by the State, on the basis of an examination 
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that tests proficiency in the field of accounting and commercial law. Each 
State has its own laws governing the issuance of this certificate, and the 
laws of the various States differ somewhat as to academic and experience 
requirements. In every instance, however, they restrict the issuance of 
certificates to those who have successfully completed a written examination. 
The examination generally extends over a period of two or three days 
and is held semiannually. Tests are given in practical accounting, theory 
of accounts, auditing, and commercial law. Uniform examinations prepared 
by the American Institute of Accountants have been accepted by 44 States 
for use in the tests. 
"As to academic background, in most States a high school graduate is 
permitted to take the examination. This minimum scholastic requirement, 
however, is gradually being changed to one that calls for college gradu-
ation or at least college study. The States of New York and New Jersey, 
pioneers in this matter, require graduation from a college recognized as 
offering an approved course of study. A number of States have laws 
which encourage college study in preparation for the certificate, by pro-
viding that such study may be accepted in reduction of the required years 
of experience in accounting practice. 
"As to the amount of practical experience required before a candidate 
can take the C. P. A. examination, or before a C. P. A. certificate will be 
issued, the State laws differ. Some practical experience in either the pro-
fessional or commercial field is usually required before entrance to the 
examination. A total of from 2 to 6 years' experience in public accounting 
is usually a prerequisite to receiving the certificate." 3 
State Laws and Regulations 
In addition to the C. P. A. laws, 17 States and 1 Territory now have other 
laws regulating the practice of public accounting. These are as follows: 
Arizona Kentucky North Carolina 
California Louisiana Tennessee 
Colorado Maryland Texas 
Florida Michigan Virginia 
Illinois Mississippi Wisconsin 
Iowa Missouri Puerto Rico 
Since laws are different in the various States, and since laws, State boards 
of Accountancy rules and regulations, and court decisions concerning 
accounting legislation are continually changing, it is not possible to make 
complete summaries of the provisions. 
In general, however, the 17 present State laws require an annual regis-
tration fee and a license before you can practice public accounting. What 
3
 "Public Accounting as a Career," American Institute of Accountants, 13 East 41st St., New York 17, 
N. Y. p . 21. 
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constitutes public accounting is variously defined. In some of the States, 
public accounting does not include a bookkeeping service only. The Cali-
fornia law requires 3 years' experience as a full-time employee of a 
C. P. A. or P. A. (public accountant) or 1 year of such experience plus the 
completion of a recognized course of accounting, either as a student in 
residence or by correspondence. The requirements as to education and 
experience differ in the various States. 
You will want to investigate the matter thoroughly whether or not you 
locate in one of the States listed above. You can find out about the 
accountancy law in your State by writing to the secretary of your State 
board of accountancy. A list of these secretaries will be found in the 
Appendix. 4 
The requirements for entering this field can be summarized as follows: 
1. You should have completed a recognized course of accounting, but 
you do not need to be a C. P. A. 
2. You should have had at least 1 year's experience working in a small 
firm of the kind you are thinking of establishing, or equivalent 
experience as a bookkeeper for private firms. 
3. You should have saved enough money to pay your operating and 
living expenses for at least 6 months. 
4. In those States which have regulatory legislation, you may need 
to meet the requirements for registration and licensing as a 
"Public Accountant." 
4
 A loose-leaf "Accountancy Law Service," which contains all the accounting laws, State board rules and 
regulations, and court decisions is published by Commerce Clearing House, Inc., in cooperation with the 
American Institute of Accountants ($30 per year) . 
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CHAPTER III 
SERVICES RENDERED 
The accountant who is dealing with small businessmen is in somewhat the 
position of a teacher and a missionary. The businessman may have asked 
for the services of the accountant in the first instance because of his ig-
norance of simple bookkeeping practices. In his dealings with clients, 
the accountant is continually illustrating the principles, explaining the 
procedures, and showing the businessman how to use records in the 
operation of his business. 
According to one accountant, of the services rendered by small firms, 
tax work is the most important, followed by systems and bookkeeping, 
while auditing is the least important category. 
Taxes5 
Most small businessmen are worried by the job of filling out tax reports 
and forms. They are only too glad to be rid of this worry by placing the 
job in the accountant's hands, once they realize that the accountant is 
ready and able to undertake the onerous task of supplying the information 
requested. Many small businessmen, for example, cannot make figures 
prove. Therefore, filling out the quarterly reports in connection with social 
security and withholding taxes is quite a job for them. 
Further, many businessmen feel that they cannot take the time necessary 
for filling out the tax forms. There has been a steady increase in the 
number of taxes and licenses requiring forms or reports of one kind or 
another. Some idea of this burden can be obtained from the following 
list of taxes and licenses—all involving forms and reports—which were 
paid by a druggist in Philadelphia: 
Pharmacy license (local) Milk license (local) 
Trader's license (local) Explosives license (Federal) 
Cigarette license (local) Income tax (State) 
Soda fountain license (local) Income tax (Federal) 
Liquor license (Federal) Corporation capital stock tax (State) 
Liquor license (State) Excise tax (Federal) 
Narcotics license (Federal) Social security taxes (State) 
Alcohol license (local) Withholding tax (Federal) 
5
 Many lawyers feel that the preparation of income tax returns and related activities involves the practice 
of law and the issue has been raised in litigation on a number of occasions. There have also been conferences 
between lawyers and C.P.A.'s on this subject. See "National Conference of Lawyers and Certified Public Ac-
countants" Journal of Accountancy, Feb. 1946, p . 120. 
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Meat license (local) Stock and fixtures tax (city) 
Minor privileges tax (city) 
The small businessman could get into serious tax difficulties if he were 
improperly advised. Therefore, it is necessary for the accountant to be 
thoroughly familiar with all tax requirements, including the miscellaneous 
local taxes and licenses which are in effect in his community. 
The accountant must keep abreast of new developments and changes 
in tax laws and regulations. He should have had a good tax course, by 
correspondence or otherwise, and he should subscribe to and read one of 
the loose-leaf tax services. He should also have in his library one or more 
of the standard reference handbooks on taxes containing practical prob-
lems and solutions. 
Keeping abreast of tax developments is not an easy task as can be seen 
from the following: 
. . . A man who wanted to keep in touch with the latest tax develop-
ments during the past year would have had to wade through this moun-
tainous mass: 
Ten thousand tax decisions by the United States Tax Court, the district' 
courts, the appeals courts, and the Supreme Court. 
Several thousand "mimeographs" which are policy statements issued by 
the Internal Revenue Bureau. 
Some 40,000 so-called ruling letters, written by the Bureau in answer 
to specific inquiries. 
About 200 Treasury decisions, embodying important changes in the tax 
regulations which interpret the tax laws. 
Every taxpayer is responsible for knowing what affects him in all this 
flood, as well as in the tax laws themselves. 6 
Systems 
At first glance, it would appear to be a simple task to design and install 
a record-keeping system in a small business. Actually the work is more 
difficult than it seems on the surface. The system must not only be adequate, 
but also it must be easily understood and require a minimum of the business-
man's time if he is going to keep the books. It may not be easy to ac-
complish these objectives. Another difficulty is that of persuading the 
client and his employees to conform to the requirements of the system. 
One accountant discussed these difficulties as follows: 
"The accountant will find that although the client may insist that he 
wants a good accounting system, he will sometimes come close to giving 
up the whole idea rather than to discontinue poor practices of years' 
standing. The accountant can usually save the situation by tact and di-
plomacy. Going slowly and taking the work in progressive steps, he can 
help the client to become accustomed to necessary changes one at a time. 
6
 From "Tax Report" in the Wall Street Journal, New York, December 26, 1945, as reported in the Journal 
of Accountancy, February 1946, p . 184. 
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"This procedure stretches the work out, sometimes over many months, 
but it pays in the end. Often it is advisable to have the client do duplicate 
work, applying the old and new methods at the same time. If, after a trial 
period you are asked, 'How long do we have to keep up this old way? ' 
you will know your plan is a success. If, after a reasonable time, there 
seems to be no interest in discontinuing the old method, then it is time 
to ask yourself if your system is the right one. 
"After the accountant has familiarized himself with the client's business 
he should find out what will be expected of the system to be installed. 
This is not an easy task, as many clients do not know exactly what they 
want or need and depend upon the accountant to tell them. One of our 
clients in the trucking business wanted a monthly cost-per-mile analysis on 
each truck. Another trucker, just as successful, wasn't interested in such 
detail, but was satisfied with a simple operating statement for his business 
as a whole. One client will follow every step of the work with the 
greatest interest; another will show no interest whatever except in the final 
results. It is just as important to know the client himself, as to know the 
details of his business. 
"With a sole proprietor, the hardest habit to break is his looseness 
with cash. He rarely takes a regular fixed amount for personal use, pre-
ferring to 'tap the till, ' whenever he wishes, for amounts varying from a 
few cents to many dollars. Many use checks for out-of-town payments 
only, preferring to pay local bills by currency. They continually mix 
business and personal funds. A client who leaves his store, collects several 
accounts, uses the proceeds to pay bills—both business and personal—and 
returns several hours later to ring up the difference as a cash sale, chal-
lenges the tact and patience of any accountant. 
"Sometimes cash complexities which plague the accountant are not en-
tirely the fault of the client. For example, country stores, mines, and 
other outlying enterprises are often far from a bank, making it incon-
venient to deposit regularly. Occasionally large sums are kept on hand 
to cash pay checks or to buy produce from farmers. Bartering offers a nice 
accounting problem. Many country storekeepers are shrewd traders, and 
will go through the day making deal after deal with little or no cash 
involved. Only the merchant's memory and his scant notes are available. 
"The accountant must develop an ability to explain accounting pro-
cedures and practices in simple language with commonplace analogies. 
He must have the patience to explain the simplest procedures again and 
again. One of our clients—a successful businessman—did not know how 
to reconcile his bank account. He, therefore, established two checking 
accounts and used them alternately. He would allow one to lie dormant 
using the other until all checks had cleared, and then compare the bank 
balance with his checkbook figure."7 
7
 Rea, Richard C, "Public Accounting in Smaller Communities," Journal of Accountancy, October 1945, 
p. 276. 
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Accountants often are asked to design and install a system in a type 
of business with which they are not familiar. They need to be familiar 
with sources of information on accounting problems in various lines. 
Trade journals are one good source of such information. One accountant 
advises going to the client's office and leafing through past issues of the 
journals or asking him to watch for articles dealing with accounting. Or, 
you can usually find files of trade journals in most local public libraries. 
Ask your client if there is a trade association in his field and whether 
they have any recommended accounting system. If the client is not familiar 
with the trade associations in his field, and many small businessmen are not, 
you can consult the trade association directory compiled by the Depart-
ment of Commerce. 8 Finally, there are several books available dealing 
with the design of accounting systems. Some of them have chapters deal-
ing with specific lines of business in addition to a general discussion of 
system design. 
Bookkeeping 
Bookkeeping work can be the accountant's largest and most stable source 
of income. In fact, many accountants specialize in rendering a bookkeeping 
service only. 
Every kind of small business enterprise which is too small to have a 
full-time bookkeeper may be a potential client for this type of service. 
Small retailers and service establishments located in neighborhood or 
central shopping districts are obvious prospects, but the accountant should 
not overlook such prospects as small wholesale establishments, mines, 
quarries, trucking firms, and small manufacturing establishments. 
A manufacturer doing as much as $200,000 worth of business a year 
may yet be too small to hire a full-time bookkeeper. He may have but 
few transactions, each transaction being relatively large in volume, so 
that he may require only 2 or 3 days' bookkeeping work a month (most 
such manufacturers do not have any kind of cost accounting system and 
require but straight bookkeeping work). 
A bookkeeping service involves, of course, the design of a set of books 
for the client. After the system has been set up, the books may be kept 
either in the accountant's office or in the client's place of business. The 
trend seems to be toward the former practice, since it has several ad-
vantages of timesaving and increased efficiency. 
When the books are kept in the accountant's office, it is also necessary 
to design a daily report sheet for each client. The report sheet, filled out 
by the client each day, usually includes such items as the cash register 
readings, bank deposits, and a listing of all payments by cash and check 
for purchases and expenses. 
8
 See list of references in Appendix. 
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It is necessary to study the client's business carefully before designing 
the daily report form. It should conform to his physical lay-out and his 
methods of doing business. For example, in a drug store, the number and 
location of the departmental cash registers, the methods of making bank 
deposits, and methods of recording cash payments are some of the factors 
which should be taken into consideration in designing this form. These 
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daily forms can be either mimeographed or printed with the client's name 
and address at the top. 
Some clients mail these reports in to the accountant's office once a week 
or so, but many accountants prefer to pick them up so as to have the 
opportunity of discussing the client's problems with him. The client's 
checkbook stubs, canceled checks, and bank statement as well as the daily 
sheets are also usually taken to the accountant's office once a month. This 
makes it possible to check the daily sheets as well as to make a recon-
ciliation of the bank account. 
On the basis of these daily report forms, the accountant's office makes 
the journal and ledger entries and prepares a monthly trial balance. In 
many lines of trade, monthly financial statements are also prepared. To do 
so, the client takes an actual physical inventory where this is feasible. 
In other cases, the gross margin percentage of the previous period is applied 
to the monthly sales. Or, purchases are taken as the equivalent of cost of 
goods sold where inventories are of minor importance or do not vary 
much in amount. 
One accountant who keeps his clients' books in his office, stated that 
most of them have never seen "their books." He describes the advantages 
of keeping the books in his office as follows: 
"Several capable girls, trained by the accountant himself, if necessary, 
can handle a surprising number of clients. Working with fewer interrup-
tions, with good equipment and well-mastered fundamentals, they can 
turn out such work in one-third to one-half the time it could be done in 
the client's own office by the average bookkeeper." 9 
In some types of very small business establishments, however, it may 
be preferable for the accountant to keep the books in the client's place of 
business. The businessman may not be the type who can prepare even the 
daily report sheet accurately and consistently. Therefore, it may be neces-
sary for the accountant to collect the information for the records through 
a personal visit to the business premises. Sometimes the accountant not 
only enters all the transactions but also makes out the checks for payment 
of bills, and all the pay-roll records. Fees for such work are often collected 
weekly at the rate of say $5 or $10 or $15 per week. The fees may also 
be fixed on an hourly basis, however. 
Tax work is usually combined with bookkeeping service. Clients usually 
expect such tax service and also it is advantageous for the accountant to 
combine these two services. One accountant describes this advantage as 
follows: 
"With his client's bookkeeping under his continual supervision, the 
accountant can make adjustments and corrections through the year so 
that when the year-end statement is prepared there is little further to be 
done. This is of invaluable help during tax season, for if the interim 
9Rea, ibid. p . 278. 
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accounting work has been properly handled, the preparation of tax returns 
becomes almost routine, and the accountant's office can handle many times 
the volume which could be handled if he were called in only after the 
end of the year." 10 
Accounting and Auditing 
When the client has his own bookkeeper there is often an opportunity for 
what may be called accounting or superficial auditing work. Opportunities 
for this kind of service may exist because there is more work than one book-
keeper can do, but not enough for two; because the client does not want 
the bookkeeper to know too much about his business; because the book-
keeper is not capable of doing certain phases of the work; or because the 
client wishes to check on his bookkeeper. 
A service of this kind usually requires the accountant to go over the book-
keeper's work to see that there are no errors, mistakes in techniques, or 
dishonesty. Also the accountant may make the adjusting entries, take off 
a trial balance, and prepare monthly profit-and-loss statements and balance 
sheets. Check-up work of this character requires, of course, a higher 
degree of accounting ability than bookkeeping work. 
Auditing work, in the usually accepted sense of the term, is the least 
important service rendered by small accounting firms. In the first place, 
small businesses infrequently have a need for independent audits for 
purposes of accountability to outsiders. In the second place, the small 
businessman seldom can afford the expense of a thorough audit. In fact, 
one accountant states that during the war he turned down several requests 
for audits from medium-sized firms because he realized that the value of 
the service to the client would be less than the cost of the time he would 
have to spend on these assignments. Finally, most small businessmen have 
a mistaken conception of the term auditing. To them, anything an 
accountant does is auditing. 
An accountant explained the problems involved in performing audits 
for smaller clients as follows: 
"Auditing work for smaller clients often requires a deviation from 
standard procedures mainly because the books and records are either in-
adequate or poorly kept, or both. Normal auditing procedures are usually 
not understood and the client is likely to gain the impression that time is 
being wasted, unless the accountant takes the time and patience to explain 
in simple English what is being done and why. Confirming bank balances 
is not particularly difficult, but usually it requires a visit to the banks to 
explain the whole idea and to get all sections of the confirmation form 
filled out and signed. 
"Confirming accounts receivable is particularly exasperating at times. 
Even the most simply and carefully worded request does not prevent 
10
 Ibid, p. 278. 
18 
many debtors from sending the accountant a check, money order, or cash, 
or calling on the phone, or coming in person to protest a disputed amount. 
"Many clients seem to believe accountants have occult powers and need 
only to gaze for a few minutes at a set of books in order to find errors, 
omissions, and defalcations. It is quite an experience to be called in for 
an audit, only to find there is nothing to audit, and that your prospective 
clients believe you can produce a financial statement out of thin air." 11 
This accountant feels, however, that there are opportunities for auditing 
work in some cases. He states his views as follows: 
"In the smaller communities a great deal more business is done on good 
faith and character than in the larger cities. At first, many bankers do 
not see the advantage of asking for financial statements that have been 
independently verified. They are quite willing to accept a prospective 
borrower's own estimated statement of his financial position if they feel 
they know the borrower. The same attitude is apparent in other business 
dealings, it being common practice for businessmen in small communities 
to take each other at face value in entering into partnership agreements, 
buying and selling interests in business, and making similar deals without 
an accurate accounting. Once they have discovered the values of auditing 
and accounting they are quick to take advantage of them. The accountant 
can feel he is really fulfilling his destiny when he finally discovers that 
his clients consider his office an extension of their own, and his advice 
necessary before entering into any important program or negotiation." 12 
Management Advice and Assistance 
The small businessman, who employes no controller, needs the equivalent 
of certain controllership services that probably only his accountant can 
supply. For example, he needs assistance in interpreting and using the 
figures obtained from his records. He needs to be shown how to use 
ratios and how to analyze financial statements. 
One accountant made an arrangement with a wholesale grocer whereby 
he renders a bookkeeping service for retail grocers who are members of 
the wholesaler's voluntary chain. He prepares monthly profit-and-loss 
statements for these grocers based on a uniform classification of accounts. 
These statements include the grocer's own ratios and "standard ratios." 
The standard ratios are goal figures computed by averaging the results 
of the more profitable stores of the voluntary group during the past 
month. Differences between these standard ratios and the retailer's own 
ratios are pointed out by the accountant and help is given to the retailer 
in analyzing the differences and discovering and correcting the causes of 
unfavorable results. In this way, much progress has been made in con-
11
 Ibid. p. 278. 
12
 Ibid. p. 278. 
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A Monthly Profit-and-Loss Statement 
trolling and reducing expenses and in otherwise improving the general 
efficiency of this group of stores. 
Another accountant reports that he does the same thing for a group of 
small power laundries in his locality, using the uniform accounting system 
developed by one of the trade associations in this field, and comparing 
the individual laundry's ratios with standard ratios for the group. 
Still another accountant reports that he collects standard ratios for 
different lines of trade from various sources, such as trade associations, 
trade journals, mercantile agencies, governmental publications, etc., and 
furnishes them to his clients for comparison with their ratios. 
A bookkeeping system for a general merchandise store which shows 
departmental sales and profits was set up by yet another accountant. The 
owner of the store now gets control figures which he finds very valuable 
in his buying program, in controlling his stocks, setting prices, and for 
his general merchandising policies. The accountant shows the merchant 
how to get the necessary figures, and how to use them. 
While an accountant can provide invaluable management assistance to 
the small businessman, he should keep in mind that his objective is to be 
of real help and not to exhibit the extent of his accounting knowledge. 
The accountant can lead the businessman but he should not be so far ahead 
that his clients cannot follow. 
While many accountants who establish their own firms will find it best 
to specialize in bookkeeping, perhaps combining it with taxes, others will 
wish to extend the range of services rendered to include systems, account-
ing and auditing. All of them will probably find that management as-
sistance is an important aspect of their services. 
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Month of July— 
Your 
Dollars 
3,575.56 
3,033.44 
542.12 
125.74 
61.50 
19.01 
4.18 
.30 
5.00 
11.27 
20.00 
6.20 
20.19 
21.08 
294.47 
247.65 
store 
Percent-
age of 
sales 
100.00 
84.82 
15.18 
3.55 
1.72 
.53 
.12 
.14 
.32 
.56 
.17 
.56 
.58 
8.25 
6.93 
Group of 
stores— 
percent-
age of 
sales 
100.00 
80.20 
19.80 
6.37 
1.26 
.65 
.41 
.13 
.33 
.24 
.61 
.86 
.66 
.83 
12.35 
7.45 
Year to date (7 months) — 
Your 
Dollars 
29,602.93 
25,249.85 
4,353.08 
1,148.14 
430.50 
156.43 
14.44 
.80 
35.00 
95.39 
198.87 
27.34 
109.04 
125.19 
2,341.14 
2,011.94 
store 
Percent-
age of 
sales 
100.00 
85.29 
14.71 
3.89 
1.45 
.53 
.05 
.12 
.32 
.67 
.09 
.37 
.42 
7.91 
6.80 
Group of 
stores— 
percent-
age of 
sales 
100.00 
80.92 
19.08 
6.45 
1.16 
.80 
.44 
.18 
.36 
.27 
.79 
.79 
.73 
.80 
12.77 
6.31 
Item 
Net sales 
Less: Cost of goods sold 
Gross margin 
Less: Operating expenses: 
Wages 
Store expenses: 
Rent 
Heat, light, power, and water. . , 
Store supplies 
Repairs to equipment 
Depreciation of store equipment 
Telephone and postage 
Advertising 
Delivery (not including wages) . . . 
Taxes 
Miscellaneous 
Total operating expenses 
Net operating profit 
Percentage of net sales 
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m
a
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26.8 
54.0 
34.1 
39.2 
35.9 
18.4 
19.2 
16.8 
23.5 
43.3 
17.9 
28.1 
19.7 
17.5 
31.5 
63.2 
30.6 
50.2 
35.8 
31.8 
34.2 
32.9 
30.5 
34.3 
24.3 
48.9 
17.1 
35.3 
37.0 
38.1 
42.1 
39.4 
44.5 
29.1 
34.9 
20.4 
29.9 
26.9 
35.4 
23.9 
30.1 
30.5 
42.3 
48.9 
62.1 
39.7 
58.4 
40.4 
33.2 
33.0 
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| 
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24.2 
48.0 
29.3 
35.5 
31.9 
16.9 
17.3 
15.7 
21.7 
39.2 
15.4 
25.1 
18.7 
15.0 
26.5 
61.9 
27.3 
44.6 
32.5 
28.3 
33.2 
30.7 
28.7 
29.1 
22.3 
46.8 
15.9 
32.8 
34.7 
33.7 
37.5 
37.2 
42.1 
26.7 
32.7 
20.6 
26.9 
24.0 
34.8 
21.6 
27.3 
28.1 
36.0 
43.6 
59.1 
37.6 
53.3 
37.4 
30.5 
30.0 
N
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r 
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2 . 6 
6 . 0 
4 . 8 
3 .7 
4 . 0 
1.5 
1.9 
1.1 
1.8 
4 . 1 
2 . 5 
3 . 0 
1.0 
2 . 5 
5 .0 
1.3 
3 . 3 
5 . 6 
3 . 3 
3 .5 
1.0 
2 . 2 
1.8 
5 .2 
2 . 0 
2 . 1 
1.2 
2 . 5 
2 . 3 
4 . 4 
4 . 6 
2 . 2 
2 . 4 
2 . 4 
2 . 2 
— .2 
3 . 0 
2 . 9 
.6 
2 . 3 
2 . 8 
2 . 4 
6 . 3 
5 . 3 
3 . 0 
2 . 1 
5 . 1 
3 . 0 
2 . 7 
3 .0 
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s' 
w
a
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9 . 8 
11.0 
12.0 
8 .6 
10.8 
7 . 0 
5 .7 
7 . 9 
7 . 8 
8 . 3 
6 .2 
8 .2 
6 .2 
4 . 2 
9 . 4 
17.3 
8 . 4 
14.4 
12.6 
9 . 6 
11.3 
10.4 
9 .2 
8 . 8 
8 .8 
14.9 
2 . 5 
10.1 
12.6 
8 .9 
12.2 
12.5 
19.8 
8 .9 
11.8 
6 . 5 
9 . 2 
6 . 5 
9 . 7 
9 . 2 
8 .4 
9 . 6 
15.4 
17.0 
16.0 
12.4 
15.4 
10.4 
10.5 
10.1 
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5 . 4 
20.9 
6 .6 
12.1 
9 . 0 
4 . 2 
5 .6 
2 . 7 
6 . 2 
16.3 
4 . 2 
6 .7 
5 . 4 
4 . 3 
7 . 2 
26.8 
6 .9 
10.5 
6 . 8 
6 . 5 
6 . 4 
7 . 3 
7 . 0 
9 . 1 
5 . 8 
15.9 
6 . 5 
10.7 
10.0 
9 . 8 
8 .4 
11.3 
10.0 
7 . 6 
8 .2 
6 . 2 
7 . 5 
8 .2 
10.2 
4 . 8 
8 .6 
7 . 8 
6 . 1 
10.4 
17.7 
10.2 
16.9 
13.3 
7 . 2 
7 . 9 
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r 
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u
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3 . 3 
6 . 1 
6 . 6 
3 . 4 
5 . 9 
2 . 6 
2 . 3 
2 . 8 
3 .0 
6 . 8 
2 . 2 
3 . 9 
2 . 0 
1.9 
5 . 1 
8 .0 
4 . 7 
6 . 9 
8 .0 
4 . 5 
8 . 3 
6 . 0 
5 . 3 
3 . 7 
4 . 3 
6 . 8 
1.5 
3 . 5 
4 . 4 
5 . 1 
4 . 7 
5 .2 
5 . 1 
4 . 0 
4 . 2 
2 . 3 
3 . 5 
2 . 4 
6 . 2 
5 . 6 
2 . 2 
4 . 8 
9 . 7 
6 . 4 
3 . 1 
4 . 7 
6 . 0 
4 . 0 
4 . 9 
5 .7 
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. 4 
. 8 
.6 
1.5 
1.0 
1.6 
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1.0 
2 . 4 
.9 
1 .3 
. 6 
.9 
. 5 
1.0 
. 3 
.6 
.9 
.9 
2 . 1 
1.1 
2 . 2 
1.4 
1.2 
1 .3 
.9 
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0 . 4 
.2 
.3 
.6 
.7 
. 4 
.5 
. 8 
. 3 
. 4 
. 8 
. 5 
. 5 
.5 
. 2 
.9 
.6 
.6 
.2 
.6 
.5 
. 3 
. 4 
. 8 
.5 
1.0 
. 3 
. 5 
. 5 
1 .0 
1.5 
.7 
. 8 
.6 
. 8 
. 5 
1 .0 
.8 
. 1 
. 3 
. 6 
. 3 
.5 
1.0 
. 9 
. 4 
. 6 
0) 
. 4 
. 3 
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6 . 6 
13.8 
10.8 
35.9 
15.8 
10.0 
13.5 
11.3 
50.8 
25.9 
3 . 9 
2 . 0 
2 . 9 
8 .7 
2 . 8 
1.7 
2 . 0 
2 . 0 
2 . 8 
1.8 
1.9 
1.8 
3 . 8 
3 . 0 
15.9 
4 . 0 
8 . 3 
4 . 6 
3 . 1 
2 . 7 
1.9 
2 . 8 
3 . 9 
2 . 0 
2 . 6 
2 . 4 
1.9 
3.2; 
2 . 3 
8 . 0 
8 0 
3 . 1 
l.8 
1.1 
1.3: 
3.0 
3 . 7 
3 . 2 
3 . 1 
2.9 
Trade 
Foods, beverages, and restaurants: 
Alcoholic beverages 
Bakery shops 
Confectionery 
Dairy and poultry products 
Drinking places, taverns, and bars 
Groceries 
Groceries and meats 
Groceries and filling stations 
Meats 
Restaurants and other eating 
places 
General merchandise and farmers' 
supplies: 
Country general stores 
Dry goods and general 
merchandise 
Farm implements 
Farmers' supplies 
Limited-price variety 
Apparel: 
Custom tailors 
Family clothing (including 
children's shops) 
Furs 
Lingerie, hosiery, millinery, 
accessories 
Men's clothing 
Men's furnishings 
Shoes 
Women's ready-to-wear 
Automotive: 
Automotive accessories and parts. 
Filling stations 
Garages (with repairing) 
Motor vehicles 
Furniture and household wares: 
Electric and gas household 
appliances 
Floor coverings 
Furniture 
Furniture and undertaking 
House furnishings 
Radios 
Building materials and hardware: 
Hardware 
Paint, wallpaper, and glass 
Hardware and farm implements. . 
Hardware and furniture. 
Lumber and building materials.. . 
Other retailing: 
Books 
Cigar stores and stands 
Coal and other fuel 
Drugs 
Gifts, novelties, and souvenirs. . . 
Jewelry 
Monuments 
Musical instruments 
Florists and nurseries 
Office equipment and supplies. . . Sporting goods tatio ery 
§1 Not available. 
§ Source: Standard Ratios for Retailing, by Walter Mitchell, Jr., Dun & Bradstreet, Inc., 290 Broad-
way, New York. 
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CHAPTER IV 
EARNINGS AND EXPENSES 
Many factors influence the earnings which can be anticipated by an 
accountant who is thinking of establishing a small firm. Your accounting 
ability is one important factor. An honest self-appraisal of the salary 
you can command in the open market as a private accountant furnishes 
some indication of expected earnings in the beginning. Personality and 
ability to get clients is, of course, an important factor. The number of 
years in practice also affects earnings. Normally, you can look forward 
to an increase in income with age, up to a certain point. 
Aside from these personal factors, the size and other characteristics of 
the town or city in which the accountant is located affect his earnings. 
How many accountants are there in the community and what is the nature 
of their competition? How much are doctors and lawyers in the com-
munity getting? What is the cost of living in the community? What are 
the prevailing wage rates and office rents? 
Finally, the type of clientele and the value of the accountant's services 
to his clients, since they affect his fees, will obviously be reflected in 
his total earnings. 
Statistics on Earnings 
There is little information available on the earnings of public accountants— 
especially of accountants who offer bookkeeping and related services to 
small businesses. What few figures there are usually relate to C. P. A.'s 
who are members of large accounting firms. Such figures probably ex-
aggerate the earning possibilities of small firms which have small busi-
nesses as their clients. However, they do furnish some indication of 
earnings. 
The chart below shows the average net income—gross income less 
expenses such as office rent and salaries—of independently practicing 
certified public accountants. These figures were collected by means of 
questionnaire surveys among a sample group of C. P. A.'s.13 
Based on Federal income tax returns of partnerships classified as 
"Accountants, Auditors and Bookkeeping Services," the average net income 
per partner (gross earnings less expense) was $6,488 in 1939.14 Of 
13
 "Incomes in Selected Professions," Survey of Current Business, May 1944, p . 15. 
14
"Supplement to Statistics of Income for 1939, Part I. Compiled from Partnership Returns of I ncome" 
Treasury Department, Bureau of Internal Revenue, Washington 25, D. C., pp . 46 and 47. 
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course this is an average which includes both C. P. A.'s and non- C. P . A.'s 
and large as well as small partnerships. It was probably higher than the 
average net earnings in 1939 of the smaller firm we are writing about. 
On the other hand, several accountants who have their own small firms 
reported rather high earnings figures for more recent years. For example, 
a young accountant who had been practicing for only 4 years in a large 
city stated that his earnings before expenses approached $10,000 in 1945. 
Another accountant stated that a firm consisting of one man and a girl 
should be able to earn around $10,000 a year. These figures, however, 
may reflect abnormally high wartime earnings. 
An accountant in a small town, where both operating and living 
expenses are lower than in large cities, states that the minimum gross 
earnings should be around $6,000 a year for a firm consisting of one 
man and a girl. 
Factors Affecting Earnings 
One accountant who has been in practice for himself for 18 years states 
that his net earnings have increased each year and that he expected them 
to continue to increase until he was ready to retire. He may have been 
somewhat optimistic, but it is probably reasonable to expect earnings to 
increase, up to a certain point, with the number of years in practice. 
This tends to be substantiated by the figures on page 24 showing how the 
average net income (after expenses) of lawyers increases markedly with 
23 
age until the late forties and does not turn sharply downward until 
approximately the age of sixty.15 
Age of Average net income 
practitioner of lawyers, 1941 
27½ $2,000 
32½ 3,000 
37½ 4,500 
42½ 5,000 
45 5,900 
47½ 6,500 
52½ 6,000 
55 6,000 
57½ 5,900 
62½ 4,900 
65 4,500 
Average, all age groups 4.900 
As lawyers are somewhat like accountants in that they rely upon 
business enterprises rather than individuals for the major part of their 
clientele, and since physical dexterity (such as is required of dentists) is 
not involved, it is probable that if comparable figures for accountants 
were available, they would show similar results. 
The size of the city or town in which the accountant practices is another 
important factor affecting the dollar income. Again, no data are available 
for accountants, but the following figures showing how income for lawyers 
varies with size of locality, may furnish some indication on this point.16 
Population of place Average net income 
located of lawyers, 1941 
Under 1,000 $2,600 
1,000 to 2,499 2,850 
2,500 to 4,999 2,900 
5,000 to 9,999 3,800 
10,000 to 24,999 4,000 
25.000 to 49,999 4,400 
50,000 to 99,999 5,000 
100,000 to 249,000 4,600 
250,000 to 499,999 5,500 
500,000 and over 6,500 
United States average 4,900 
Although the above figures show an almost unbroken increase the 
average net income of lawyers as the size of the city or town increases, 
this may be somewhat misleading as to the relative opportunities for 
small accounting firms in small versus large places. The above figures 
include earnings of lawyers who are members of large law firms with 
large corporations as clients. Such lawyers tend to be concentrated in 
the larger cities. If the earnings of these corporation lawyers were taken 
out, leaving only the figures for individual practitioners with small busi-
nesses as clients, the rate of increase in earnings as size of place increases 
15
 Survey of Current Business, op. cit., chart 1. 
16
 Ibid., chart 2. 
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probably would be much less. Likewise, if figures were available for the 
earnings of small accounting firms according to size of place, they would 
probably not show as steep an increase for the larger cities as in the 
above table. 
Of course, since expenses are higher in the larger cities, a greater dollar 
income may be worth no more in terms of real income than somewhat 
lesser dollar income in the smaller communities. 
Expenses 
In a survey of earnings of C. P. A.'s for the years 1934, 1935, and 1936, it 
was found that the percentage of net income to gross income ranged from 
51.0 percent to 51.8 percent; that is, expenses were around 48 percent of 
the gross income.17 Figures on expenses for the year 1939, obtained from 
Federal income tax compilations for partnerships, mentioned previously, 
show the following ratios of expenses and net income to gross earnings: 
Percent of 
gross income 
Salaries and wages 36 
Rent 4 
Other expenses 15 
Total expenses 55 
Net income of partnerships 45 
More recently, an accounting firm in a small town consisting of three 
partners and four employees had expenses and net earnings for 1945 
as follows: 
Percent of 
gross income 
Salaries and wages 40 
Rent, supplies, and other expenses. 20 
Total expenses . . . 60 
Net income of partnership 40 
The above figures apply to established firms. As was suggested in a 
previous chapter, it is best for a person just starting out in this field 
to keep his expenses at a minimum. The accountant might operate from 
his own home with telephone facilities or use desk space in an office, and 
do his own typing or employ a part-time typist. In such a case, his first 
year's expenses should not exceed $400 or $500. 
After an accountant has enough clients to warrant an office and a full-
time employee, however, he may find that at the outset his ratio of expense 
to gross earnings will be very high, but will gradually decline as his gross 
earnings increase. 
When the initial difficulties of establishing a clientele have been sur-
mounted, the accountant probably will find his gross earnings increasing 
from year to year, with about half his income going for expenses and 
the other half remaining as net earnings. 
17
 "Income of Independent Professional Practitioners," Survey of Current Business, April 1938, p. 13. 
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CHAPTER V 
CHOOSING YOUR LOCALITY 
When an accountant is thinking of starting out for himself, in most cases 
he probably does not give as careful consideration to the problems of 
locations as, let us say, the individual who is establishing a women's 
apparel shop. And this is probably rightly so, since the exact site or 
building in which the accountant locates his office, while it may involve 
factors of prestige and convenience, is usually not so important a matter 
as the choice of a site for a women's dress shop. 
However, there are important problems involved in the choice of a 
locality, that is the city or town or community in which you expect to 
practice. In fact, the question may be, should you choose a locality at all, 
or should you practice in the place where you now happen to be situated? 
If you decide to consider moving from your present locality, should you 
choose a big city or a small town? Finally, which city or which town 
should you choose? 
Your Present Locality 
When one accountant was asked how a person thinking of establishing 
his own practice could determine where there was room for him, he 
answered that there were opportunities for additional firms offering book-
keeping services in almost any town or city. He may have had in mind 
conditions which existed during the war, for other accountants who dis-
cussed opportunities were not so optimistic. 
Several accountants stated, however, that there really was no problem 
involved in the choice of a locality since an accountant had a very poor 
chance of success except in a city or town where he had a large acquain-
tanceship among businessmen. One of them put it this way, "A new 
accountant is like a new doctor, or if anything he is in an even more 
difficult position. You can't start cold. You can't go into a strange city 
or town without knowing any prospective clients or at least knowing 
someone who can recommend you. On the other hand, the larger your 
acquaintanceship among business people, the better your chances for 
success." 
The problem of measuring the potential market for your services is 
thus related to the problem of getting clients. One accountant estimated 
that around 15 to 20 clients can support a person who is just starting out 
in practice for himself. Therefore, if your business contacts are such that 
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you can reasonably expect to get this number of clients, then there is at 
least a minimum potential market for your services in your present locality 
Of course, you will also want to take into consideration the possibilities 
for future growth. 
In the above discussion, the choice of a locality appears to narrow 
down to the city or town in which you have numerous business contacts. 
In most cases, this probably means the city or town in which you are now 
living. But if you do not have numerous business contacts, then you may 
have the problem of choosing a locality. This might involve moving from 
a larger community to a smaller one, rather than the other way around. 
Opportunities in Smaller Communities 
Today, there may be opportunities in communities which a few years ago 
were considered too small to support a bookkeeping service. Thus, if 
your contacts are somewhat limited, a smaller community in which there 
is no accountant might offer a better opportunity than a large city in 
which the field may be relatively overcrowded. 
How small a community will support a bookkeeping service for small 
business? An accountant in a small town in Ohio made a survey which 
helps to answer this question. He reported on this survey as follows: 
"A short time ago, the author saw a letter from a public accountant 
practicing in a town of approximately 1,000 population, offering services 
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in taxes, systems, bookkeeping, and auditing. We doubt if there are many 
public accountants practicing full time in communities as small as this. 
Consequently it is interesting to consider what the minimum requirements 
might be for a. satisfactory practice of this type. 
"In an effort to answer this and other questions, a survey of the State 
of Ohio was undertaken in an effort to determine how many people, 
including office help, were engaged in the practice of public accountancy. 
While the methods used would probably not meet the approval of pro-
fessional pollers, enough information was gained to draw interesting 
conclusions. 
"For the purpose of the survey, the metropolitan areas of Cleveland, 
Akron, Canton-Massillon, Youngstown, Toledo, Columbus, Dayton, and 
Cincinnati were excluded. Letters were sent to accountants whose addresses 
were known, and to secretaries of service clubs in cities and towns having 
about 2,500 population or more. 
"Analysis of these replies showed that population alone was but a 
rough measure of the opportunities. After some study, the total number 
of businesses in the communities was found to be a more satisfactory 
index, despite the fact that individual businesses vary widely in size and 
complexity of accounting needs. In this connection it was estimated that 
an allowance should be made in the number of eligible businesses to the 
extent of 10 percent for companies whose offices are located elsewhere, 
and those businesses which retain accounting firms situated in the larger 
cities. 
"The number of people engaged in the practice of public accounting, 
including office help, was then compared to the number of businesses. 
A study of these data indicated that, as a general rule, 1 person to 50 
businesses seemed to be the most favorable ratio under present conditions. 
Some communities which had a lower ratio, as low as 1 to 25 in one 
instance, showed tendencies toward overcrowding. Some accountants in 
areas where a ratio higher than 1 to 50 prevailed stated more help could 
be used if available, indicating prospects for further growth. 
"In general this ratio means that if a community has 400 businesses, 
then, if properly developed, it should offer enough public accounting work 
to utilize satisfactorily the services of 8 people. Approximately half of 
these would be accountants and the rest typists, bookkeepers, secretaries, 
etc. Therefore, assuming that the smallest public accounting office would 
consist of 1 accountant and 1 girl acting as typist, secretary, and book-
keeper, the smallest community capable of supporting a public accounting 
office should have approximately 100 businesses. It is recognized, of course, 
that varying local conditions will have a definite influence on this general 
rule. 
"It is not unusual to find several communities not far apart which, if 
taken together, offer satisfactory opportunities. It must be kept in mind, 
however, that in a practice of this type the accountant is limited in the 
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area he can cover, since most small businesses like to be in frequent touch 
with the accountant, often several times a week. In view of this limitation, 
it is suggested that only those communities should be considered which 
lie within an area approximately 25 miles in diameter, and at least one 
of these communities should have not less than 100 businesses. This does 
not mean that clients will not develop outside this area, nor that there 
will not be clients in the rural sections. But if there is not at least one 
community in the area which in itself is big enough to support an office, 
the clients outside the community will not justify its operation. 
"It has been stated that normally the most favorable ratio is 1 person 
engaged in public accounting to every 50 businesses under present condi-
tions. There are two reasons for this qualifying phrase. First, there are 
still many businessmen, even in areas served by well established firms of 
public accountants, who do not know what a public accountant is nor 
what he can do for them. A program to correct this situation would 
certainly help to lower this present ratio to considerably less than 1 person 
to 50 businesses. The local accountant is able to combat this situation to 
some extent, but it is a slow and difficult task. Valuable assistance could 
be provided by State and national accounting societies. 
"Secondly, recognition should be given under present conditions to the 
needs of taxing authorities and regulatory agencies for reports and statis-
tics which the smaller businessman likes to have prepared by his public 
accountant. While a curtailment of these requirements might tend to 
decrease the demand for the accountant's services to some extent, there 
is hope that the effect will not be serious. For many smaller businesses, 
the reports, returns, and statistics required of them in recent years resulted 
in the first acquaintance with a public accountant. They have thus learned 
what a public accountant can do for them, and it is more than likely that 
they will continue to seek his advice and assistance. 
"But what can be expected of this field in the future? How many people 
can be remuneratively engaged in practices of this type? 
"For the State of Ohio as a whole there are approximately 50,000 busi-
nesses outside the eight metropolitan areas previously mentioned. About 
one-half, or 25,000 are in areas concentrated enough to justify an office 
of two or more persons. Applying the ratio of 1 to 50, these areas should 
provide enough work for about 500 people. Based on the areas sampled 
in our survey only about 325 are so employed at the present time. 
"While the findings presented herein are confined to the State of Ohio, 
there is good reason to believe that the same conditions exist in other 
States. Taking the United States as a whole we must conclude that outside 
the larger cities, there are today opportunities open to thousands of quali-
fied accountants, and these opportunities could be greatly increased if 
more businessmen were informed as to what a public accountant is and 
how he serves the community in which he practices." 18 
18
 Rea, Richard C., "How Small A Community Will Support a Public Accountant's Office?" Journal of Ac-
countancy, April 1946, p . 289. 
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Several accountants state that each person employed in a small firm 
can handle, on the average, about 15 regular clients. A "minimum-sized" 
two-person firm, can handle about 30 clients. Thus the previous estimate 
that there should be at least 100 business establishments in a community— 
including manufacturers, wholesalers, retailers, and service establish-
ments—means that, on the average, the accountant should be able to get 
30 percent of the businesses in a smaller community as clients. The other 
70 percent probably would be either too big or too little to employ book-
keeping services, or they would have outside accountants. 
Points to Check 
Of course, the number of businesses in the community is not the only 
factor you need to consider when choosing a locality. Many other things, 
such as the general economic conditions, should also be investigated. The 
following check list will suggest some of the questions which should be 
considered. Obviously this list does not cover everything—no list could. 
It does, however, suggest some of the more important things. This list 
should be used as a starter. 
A check or no-
tation in this col-
umn will show 
you have consid-
ered each point. 
Economic factors in the community: 
Have you determined the total number of business estab-
lishments in the community—including manufacturers, 
wholesalers, retailers, and service establishments? 
Are the industrial or agricultural conditions good? 
Is the trend up, down or stationary? 
Is the source of the community's wealth well diversified 
and varied or is it a one-industry community? 
Are the major industries old and well established, new 
and growing, or recent and uncertain? 
Are the industries stable or subject to wide fluctuations? 
Is the economic outlook for the community promising, 
uncertain, or poor? 
Is the population of the community growing, standing still, 
declining? 
Are transportation facilities, banking facilities, schools, 
and so on, good, adequate or poor? 
Are the civic associations aggressive, adequate, stagnant 
or poor? 
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A check or no-
tation in this col-
umn will show 
you have consid-
ered each point. 
The need for a new bookkeeping service in community: 
Have you canvassed the community to determine the number 
of bookkeeping services of the type you plan now 
operating? 
Have any bookkeeping services of this type closed 
recently? Why? 
Are the bookkeeping services which are in operation busy? 
Is business adequately served by the present bookkeeping 
services? 
Are people now going out of the community for the services 
you would render them? . . . 
Is another bookkeeping service needed? 
Competition: 
Do competitors leave an opening for you to enter because 
they are not alert and aggressive? 
Are competitors well established? . . . . . ' 
Will competition be strong and active or weak and 
sluggish? 
Do you have a competitive chance? 
Advice from others: 
What do business and service clubs, the Chamber of 
Commerce, and others think of the prospects for 
another bookkeeping service in this community? 
Have you talked to a banker or lawyer? What does he 
think about your plan? 
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CHAPTER VI 
GETTING CLIENTS 
Getting clients is undoubtedly the most difficult hurdle to be overcome 
by the accountant just establishing his own office. The problems facing 
the accountant are like those confronting the young doctor or lawyer who 
is just starting to practice. 
Should the accountant advertise? Should he solicit clients? The codes 
of ethics of most of the various organized accounting groups either forbid 
or restrict such practices. One accountant's discussion of this point is 
given on the following pages. 
Soliciting19 
"When a young man opens an office and has his name painted on the door, 
he is immediately confronted by the problem of solicitation, and it is 
only the strong man who can resist, unless he be one of those unusual 
and fortunate people whose personal acquaintance and friendship are so 
large and influential that clients will flock to his office without effort on 
his part. 
"Typically, however, the accountant has no reason to expect the com-
munity to make a path to his door. So, after sitting for a few weeks or 
months ready for practice but finding none, it is natural for him to 
decide to call upon some of his neighbors in the business district and 
suggest to them that they engage his services as an accountant. 
"In defense of this plan much has been written and said. It has been 
asserted that accountancy is not a profession, but a commercial service, 
and therefore may be sold like any other commercial commodity. It has 
been alleged that although accountancy may have professional aspects, it 
is so closely allied with business that it is folly to attempt to draw a line 
of division between it and the sale of goods. It has been repeatedly stated 
that the business world needs accountancy and for the good of the whole 
body politic the advantages of accountancy should be brought before 
the businessman. And so, say the proponents of soliciting, the accountant 
who starts with the idea that he will not solicit will not succeed, and the 
public will suffer loss of potential benefits because the public will not 
know of the assistance which lies ready to hand. 
19
 Adapted from Richardson, A. P . "The Ethics of A Profession." American Institute Publishing Co., Inc., 
New York, 1931, ch. VII. 
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'These are powerful arguments and it is not easy to overthrow them 
even in academic discussion. It is even more difficult to combat them 
down in the thick of the workaday world where people jostle and struggle 
for livelihood. 
"But the arguments, although strong, are not sound. Soliciting involves 
things which are opposed to decency. 
"As an illustration let us suppose the young accountant goes to the 
firm of Smith, Brown & Robinson, manufacturers of cotton textiles. The 
following conversation ensues: 
" 'Well, young man, what can I do for you? What are you selling?' 
" 'I am Mr. John Doe. I am operating an office in this neighborhood for 
the practice of accounting. I have experience which enables me to under-
take accounting engagements to the satisfaction of my clients. My rates 
are reasonable and my services are rendered promptly.' 
" 'Are you one of those accountants who are willing to accept the word 
of a client where there is no reason to suspect wrongdoing?' 
"Here the young man begins to find how soliciting develops. He pauses 
a moment and then remembering that his desk is clean and his filing cabi-
nets empty, or perhaps that even his stomach is empty, he says: 'Of 
course, I should not overlook anything which was clearly wrong but if I 
had reason to believe that statements were correct I should not be un-
necessarily inquisitive.' 
" 'We employ at the present time the firm of Blank & Blank to do our 
auditing. Are they friends of yours? ' 
" 'Well, the firm of Blank & Blank has a certain reputation, but I think 
that I can do better work and more to your liking.' 
" 'I may tell you in confidence that our audit fees last year were $3,000. 
Now without looking at our books or anything of that sort, can you give 
me a price which would be more favorable to us? ' 
" 'Naturally, I should hesitate to quote a flat rate, but if Blank & Blank 
can do the work for $3,000 I am quite sure that I, who have much less 
overhead to meet, can do it satisfactory for $2,000.' 
"'Would you consider the engagement at $1,500?' 
"Again the loneliness of the accountant's office comes to mind, and after 
a moment's thought and apparent mental calculation, he replies: 'Yes, I 
will undertake the work for $1,500.' 
"At this point, the businessman may engage the soliciting accountant 
with the intention of finding out whether his audit fees in the past have 
been excessive or not. 
"So the young man who has entered the office of a manufacturer with 
nothing more than a rather desperate hope of finding something to do 
emerges either with or without an unprofitable engagement. He has, how-
ever, engaged in two unethical practices. In the first place, having found 
that a fellow practitioner was established there, he should have bowed 
and departed. He did neither. In the next place he quoted a fee which 
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he could not possibly know was adequate or inadequate. His sole purpose 
was to get a job. He did not consider whether he was competent to do 
the work or not; he did not stop to estimate the extent of the work in-
volved; he gave no consideration to the number of assistants required. He 
simply went blindly ahead grasping at a receding and decreasing fee." 
Another accountant expresses his views on the disadvantages of soliciting 
as follows: 
"As a result of our experiences we have found that the best clients, the 
ones who are most appreciative of our services, are those who have come 
to us either of their own accord or through reference. After all, account-
ing services are not tangible merchandise on which a definite value can 
be set. Accounting services cannot be weighed nor measured, and as a 
result they cannot be sold. It is a much different proposition where a 
customer can see the merchandise he is going to buy and satisfy himself 
that it is what he wants and knows exactly what it will cost him before 
he makes a purchase. 
"A client who has been sold accounting services is quite likely to take 
the attitude 'Well, you sold me a bill of goods, now show me something 
for my money.' Any accountant who has been practicing for any length 
of time knows that this attitude places him at a definite disadvantage 
because so often the results found by an honest accountant may be highly 
unfavorable from the client's point of view. 
"How much different it is when the client approaches the accountant, 
who is then placed in a bargaining position and can say 'I will do the 
work which you request but you must understand that I will report exactly 
what I find whether it is favorable or unfavorable' ."2 0 
Advertising 21 
There has been a great deal of advertising by accountants. Probably 
hundreds of thousands of dollars have been dissipated in this way, and 
most of it has been unproductive, because it is undoubtedly true that nearly 
all accounting engagements are attributable to personal acquaintance, 
reputation, and recommendation, entirely irrespective of what may appear 
in the advertising columns of the press or in circular letters sent through 
the mail. 
It may be said that advertising by professional men does not pay. It is 
difficult to believe that any discerning man of business would engage an 
accountant for the intimate and confidential task of accounting because 
he had happened to see the name of the accountant or firm of accountants 
in print. One would not engage a physician by reference to a telephone 
directory, except perhaps in some case of emergency. One would not 
engage a lawyer to conduct a litigation because he had seen the lawyer's 
name advertised. Nor would anyone ordinarily engage an accountant by 
20
 Rea, Richard C., Letter to the Editor, The Journal of Accountancy, September 1942, p . 260. 
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 Adapted from Richardson, op. cit., ch. VIII. 
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virtue of advertisement. The accountant is brought into touch with all 
the details of one's business, its trade secrets, its financial conditions, its 
prospects, and its retrospects, and it is doubtful that anyone would engage 
an accountant to do that sort of work without knowing something about 
the man engaged. 
Some of the accountants just starting out resent the restrictions which 
prevent advertising. They believe that they should be allowed to advertise 
because they are not well known. They say that the "big firms" are 
opposed to advertising because they wish to ward off competition. If all 
accountants advertised, however, what chance would the small firm have 
against the resources of the long and well-established firm? If the prin-
cipal accounting firms were to indulge in a constant battle of advertise-
ment the chance of the small firm might be far less than it is at present 
Establishing Clientele 
Of course, the problem still remains, how to get the first few clients to 
come to your office of their own accord so that they can refer you to other 
clients. Here are a few suggestions: 
1. Send out announcements or visit businessmen whom you know and 
acquaint them with the fact that you are starting an office of your own. 
But don't come right out and ask them for their accounting work or offer 
to do it for less. 
2. In the same way, visit with your personal contacts among men just 
starting out in business for themselves. 
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3. Accept invitations to speak before business groups and service clubs. 
4. Offer your services free of charge for auditing and checking the 
receipts for community programs, charity drives, campaigns for building 
new hospitals, or churches, and so on. Accept positions as auditor or 
treasurer for social and fraternal organizations. 
5. Make a survey of your community. Find out the major types of 
industries and businesses that support it, i. e., those containing the largest 
number of smaller firms. Get around in these businesses and learn to 
talk their language and be familiar with the current problems of the 
industries in your community. At the same time you can make friendships 
among these businessmen. 
6. In many smaller communities where there is no public accountant 
at present, a qualified practitioner would be welcome. He might be able 
to get the backing of the chamber of commerce, the local banks, and 
attorneys. 
Some accountants operate an itinerant bookkeeping and tax service 
by having their offices in trucks which travel to the client's place of 
business. Apparently this method of operation combines some of the 
advantages of efficiency resulting from doing the work in the accountant's 
own office with some of the benefits of working at the client's place of 
business. It also has some promotional features. An accountant who has 
organized such traveling offices describes their operation as follows: 
"I started in 1922 with about a thousand dollars. I bought a book-
keeping machine and typewriter and installed them in a portable office. 
This office was so constructed as to utilize all motion-saving and time-
saving features. To sell the service I merely drove the new outfit to the 
front of a store and invited the proprietor to come out and see something 
new. When he asked what it was for I told him, so that the matter of 
selling became more a campaign of telling. The idea was very well 
received." 
Purchasing a Practice 
Instead of building up your own clientele from scratch, you may be able 
to purchase the practice of another accountant who wants to retire for 
reasons of a personal nature such as health, or old age. The advantages 
of getting clients in this way are obvious. As with so many things, how-
ever, the advantages may be offset by the disadvantages. 
In the first place, a sizable capital investment may be required. 
Secondly, since accounting services are of such a personal and confi-
dential nature, you may not be able to retain all of the clients of the 
accountant whose practice you have purchased. This might be especially 
true of the smaller businesses to whom a bookkeeping service is rendered. 
In fact, it is not very often that the clientele of a small accounting firm 
offering a bookkeeping and tax service to small businesses can be purchased. 
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Then there is the problem of determining how much to pay for an 
established practice. The natural tendency on the part of the seller is 
to exaggerate the good features of the practice he is selling. This means 
that you should make a very careful investigation before deciding on the 
value of the practice. You should allow for a certain percentage of clients 
whom you will probably lose. Then you must decide how much you will 
pay for the net income of the accountant's practice. 
Purchasing a Plan of Operation 
Some accountants have developed methods and plans for getting clients 
and for operating a bookkeeping service. They then sell these methods 
and plans to accountants in other territories who are anxious to enter 
the field. 
One accountant, who operates traveling offices, and who has experimented 
with many types of bodies, machines, forms, and methods, explains this 
type of assistance in getting clients as follows: 
"In the last 10 or 12 years, various accountants have applied to us 
for information on how to conduct such a business and we have experi-
mented with various methods of getting this information to them. It 
involves blueprints and construction details including photographs of 
construction operations; it involves the entire accounting system, which is 
specially designed for this type work, with filled-in forms and detailed 
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instructions for its operation. It involves sales information and advertising 
methods. It involves a training course for assistants and the type of 
contract upon which they can successfully he hired. It then involves 
continuous correspondence with this office during the term of the 
accountant's operations. 
"To transmit this information to a distant accountant in such form that 
he can immediately commence operations involves considerable expense 
in the way of blueprints, photographs, forms, and a great deal of steno-
graphic expense. We have tried various methods of compensation for such 
costs. We have tried assessing a flat fee for complete information but 
have found that this does not cover stenographic costs during the time of 
the accountant's operations. We have finally arrived at the point where 
we sign a lease contract with a qualified accountant desiring to operate 
in unoccupied territory. The lease provides that he may use our trade-
mark and our copyrighted material. We furnish him all construction and 
operational information. The territory he is to occupy is decided by 
geographic compactness and density of population. In such a specified 
territory we agree to furnish no one else with information or the use of 
our name and we do agree to furnish the accountant with any information 
he may find necessary. 
"The accountant pays to this office a flat fee for the original blueprints, 
forms, photographs, and other intimate details. From the time the lease 
is signed and during its operation the accountant also pays to this office 
one percent of his revenue to cover the cost of continued correspondence 
and information. * * * The accountants in such enterprises do very well 
financially after their first three or four months and their income ranges 
from $2,400 to $6,000 annually." 
Another accountant describes his methods of assistance in establishing 
a bookkeeping service as follows: 
"-Our business was started as the result of finding a definite need for 
the services that we offer which are, namely, a complete program for the 
establishment of a bookkeeping, accounting, and tax service for small 
business by use of our copyrighted plan. 
"Not only did we find a large field for the need of our copyrighted 
forms and plan among small businesses but we also found a large field 
for the establishment of licensees to use this plan in their respective com-
munities to service small business. The result was that we now have a 
number of licensees who operate under our name using our plan and 
forms in serving small business." 
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CHAPTER VII 
SETTING FEES 
One of the earliest problems the accountant has to consider is the amount 
of the fee which he shall ask for his services. This, of course, is not easy 
since it is not a question of the weighing or measuring of a commodity, 
and there is no definite cost upon which he can base his charges. The 
chief element which enters into the fee is the service rendered by the 
accountant himself, and its value is difficult to fix. The fees will be 
determined, to some extent at least, by supply and demand as reflected 
by the prevailing rates in the locality in which he practices. But some-
times it is difficult to know what these prevailing rates are. 
Factors To Be Considered 
One accountant lists the factors to be considered in setting fees as these: 
1. The prosperity of the community. 
2. Your acceptance in the community. 
3. Competition from other accountants in the community. 
4. The value of your services to the client. 
5. The number of hours worked for the client. 
In discussing this last factor, he pointed out that when an accountant 
is just starting, much of his work will be of a kind which could be handled 
by an assistant. Naturally the accountant cannot charge for the typing 
and routine work at the same rate he would charge for his other services. 
Hourly Rates 
In replying to an accountant who asked about fee determination, another 
accountant wrote as follows: 
"On our regular accounting work we charge purely on an hourly basis, 
making no contract price at all. A different situation arose on our monthly 
bookkeeping work, and our present practice follows somewhat the fol-
lowing thinking: 
"The fees for this monthly work are based upon two factors: (1) the 
time required for the average bookkeeper to do the work satisfactorily 
and (2) the value of the work to the client. 
"I realize that the word 'average' is somewhat hard to define, but for 
the purposes of this discussion let us say it is a girl who has had basic 
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high school training in bookkeeping, writes a neat hand, has normal in-
telligence and an aptitude for the work. We charge for her time twice 
what we pay her plus an allowance for overhead. For example, if we are 
paying her 60 cents an hour and our overhead figures out to be about 
30 cents an hour, we charge $1.50. 
"In considering the value of the work to the client we take into con-
sideration what he would be paying if he hired someone to do the work 
in his own office, the quality of work he would get based upon local talent 
available, and to a certain extent, the client's financial condition. Let us 
suppose for example that we have set up some books for a client and he 
then asks us to assume the responsibility of keeping these books. We do 
not quote flat fees for this type of work but will tell him to let us try it 
for 2 or 3 months and meanwhile we will guarantee him that it will not 
cost more than, for example, $20 a month. 
"We have found that it usually takes 3 months to get a set-up running 
smoothly so that the work is ready when we need it and in the way we 
must have it. Now suppose that at the end of 3 months we find the work 
will take 10 to 12 hours. We will then tell him we can handle the work 
for approximately $15 or $20 a month and if he is satisfied we go ahead 
on that basis. 
"Now let us suppose that as the months progress we are able to accom-
plish the work in 8 hours due to increased efficiency in our own office. 
Our staff has become accustomed to the job, is familiar with it in every 
detail and has succeeded in working out simplified procedures. We feel 
that this saving due to our own efforts is an additional profit to which we 
are justly entitled. If he is financially able to pay us this value, we con-
tinue to charge him on that basis. Conversely, if in some month the time 
required should jump up above normal due to some fault of ours, we 
would hold the charge down within the proposed range and absorb the loss. 
"If the client is not in a good financial position, as sometimes happens, 
he probably needs our services more than he would if his operations were 
profitable and we cooperate by reducing the charge to help him out. 
"One reason we do not quote definite fixed fees for monthly work is 
because most clients who have never had our bookkeeping service go into 
the arrangement with a feeling of uncertainty. Once we have gained their 
confidence and they learn to appreciate the value of it, they place more 
work upon us than we had originally bargained for and tend to resist 
any increase in the fixed fee. 
"We have always felt that the clients who give us work throughout the 
year are entitled to preferred attention during tax season with no increase 
in their rates. Those clients who only seek our assistance after the end 
of the year are charged a slightly higher set of rates to compensate for 
the large amount of overtime we must all work in order to handle the load. 
"At the beginning of each tax season we work up a schedule of mini-
mum rates for each type of return taking into consideration not only the 
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time involved in actually preparing a return but also the cost of main-
taining our tax services, the time required to study them and the heavy 
load we have to carry during this fatiguing period. If the tax return takes 
more time than usual, we charge upwards from these minimum rates 
depending upon the time involved. To put it another way, the minimum 
rate is almost what you would call a set-up charge in the same sense as 
used in cost accounting. 
"This procedure seems to work out very well, and we know that most 
of our clients feel our charges are less than they had expected to pay, 
which gives us a feeling of great satisfaction. 
"Again we find we must take a client's financial position into considera-
tion. A man with a net income of only $2,000 may require more time 
than one with an income of $10,000, but the latter should certainly pay 
more for the work than the former." 22 
The importance of the value of the work to the client as a factor in 
setting fees is brought out in the following observation of another accountant 
who operates a bookkeeping service in a large city: 
"We have repeated calls from small businesses, such as restaurants and 
small stores, which we are unable to take on, due to the fact that they 
cannot afford to pay us the amount we would have to charge to handle this 
work, which our overhead and salaries of the personnel in our organization 
would require." 
It is not possible to set up any actual schedule of rates because these 
vary so much owing to the factors outlined previously. Also they vary 
in different parts of the country. 
Flat Fees 
Instead of charging on the basis of time, some accountants state that they 
think it more equitable and practical to charge a flat fee for monthly 
bookkeeping services. The small businessman, they say, likes this arrange-
ment better, because he wants to know how much his bookkeeping work 
will cost him each month. 
Of course, it is difficult to quote a fee in advance to a new or prospec-
tive client. "You can quote a tentative fee to a client, however," said one 
accountant, "based on the number of hours you anticipate will be spent 
there in the course of a month. Keep a record of all the time actually 
spent on this account. Then at the end of the month, multiply this time 
by some rate such as $3 or $5 per hour, and you will know how much to 
set for the fee." 
Discussing this question further, the accountant went on to say that 
very often the fees are set on a trial and error basis. Sometimes the 
accountant finds himself in error because there is more work than he 
22
 Rea, Richard C., from an unpublished letter dated Oct. 23, 1945. 
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anticipated or because the amount of work increases. If experience shows 
that the fee is not sufficient the question should be discussed with the client 
and if the client agrees, then an adjustmeent can be made. "If not," said 
the accountant, "then you can make it up on someone else." 
In his opinion, it does not take long to get sufficient experience on how 
to quote fees correctly. Within 6 months to a year, the accountant will 
be able to estimate fairly accurately how much work will be involved 
for a new client. 
Another accountant verified this observation. He states that the process 
of setting fees is based on experience. "Study the client, find out what 
he needs and wants in the way of information—for example, it might be 
a drug store which will need a departmental breakdown of sales—and then 
estimate the amount of work involved. If it is a bookkeeping and tax 
service, then include in this estimate, the time spent in designing a set of 
books and a daily report form. And don't forget the time spent in making 
monthly trial balances, bank reconciliations, profit-and-loss statements, and 
all tax returns." 
This accountant stated that his fixed fees for a complete bookkeeping 
service such as the above usually ranged from $25 to $30 a month and 
upwards. 
Whether or not you charge a fixed fee for certain kinds of services, it 
can be seen that in the last analysis the two most important factors in 
determining fees are (1) the time required, and (2) the value of the 
services to the client. 
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CHAPTER VIII 
MANAGEMENT PROBLEMS 
A client who should find occasion to visit the offices of his accountant on 
a particularly busy day or night when rush work is in progress might 
obtain an unfavorable impression. He might doubt the ability of the 
accountant to devise an efficient system for him when the accountant's office 
is in a state of apparent confusion. 
Organization and Personnel 
No accountant, even if his office is small, can ignore for long the problem 
of the internal conduct of his practice. Some organization must be 
developed and this must be constantly changed as the circumstances re-
quire. For one thing, rush work and busy seasons are permanent problems. 
The ability to carry out rush work to a successful conclusion and to carry 
peak loads efficiently requires careful planning and organization. A well-
organized office can handle much more work than a poorly organized one. 
Employees should be trained so that they can handle all the details 
and routine work. The accountant should organize his work so that he 
can be on the outside as much as possible creating new business. 
Some tips on organizing work were given by one accountant as follows: 
1. The filing of working papers is important. Set up a standard ar-
rangement for filing all working papers so that they are in the same 
sequence for all clients. 
2. A file of charts of accounts (with numbers for each account) for 
all clients to whom a bookkeeping service is rendered facilitates the work 
of the girls in bookkeeping and also helps in dealing with clients. A 
master chart can be designed as the groundwork for any new system, and 
then altered and adapted to each business. 
3. Everyone in the organization, including members of the firm, should 
keep a time card, recording all productive time. The data from these time 
cards should be posted to a time record for each client. The total time 
for each employee multiplied by his rate is the basis for the charge to 
the client. 
The quality of personnel is, of course, an important element in an 
efficient organization. In fact, no organization is better than the employees 
who make it up. One accountant who hires girls to do the bookkeeping 
work in his office states that he tries to employ "superior" girls and he 
pays them more than the market rate. These girls have had bookkeeping 
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training in commercial high school or business college plus actual book-
keeping experience in a private firm. 
Even a small firm may find it necessary to hire temporary employees. 
A partner of a fair-sized firm of accountants who has had considerable 
experience in hiring temporary employees offers the following suggestions: 
1. Hire early. 
2. Train as much as possible. 
3. Don't slight personal investigation of references before hiring. 
4. Treat temporary employees as if they were part of the permanent 
organization and try to give them a sense of making a useful contribution. 
Equipment and Supplies 
Although an accountant who is just starting out can begin with a minimum 
of equipment, as his clientele and organization grow he will need type-
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writers, adding machines, and filing cabinets. Even a small office may 
have around $400 to $500 worth of equipment. One accountant advises 
shopping around for second-hand nonmechanical equipment through 
dealers and by watching advertisements. In this way it is often possible 
to pick up bargains in desks, chairs, filing cabinets, etc. Also, he states 
that sometimes accountants, like doctors, do work for a client which needs 
to be done, but for which the client hasn't any money to pay immediately. 
In such cases, the accountant might acquire a filing case or other piece 
of equipment as payment for his services. 
Another accountant believes that only new mechanical equipment should 
be purchased. His view is that the mechanical equipment used in an 
accounting office should be the very best obtainable, since no workman 
can produce the best results with poor or inadequate tools. Inferior 
mechanical equipment might be false economy. 
He further advises that if there is more than one typewriter, they should 
be standardized as to make and model. They should also be replaced 
simultaneously at regularly recurring intervals before the type begins to 
show signs of wear. This is because of the frequent practice of having 
various parts of the same report simultaneously typed by different typists 
on different machines. When machines are not uniform, the results of 
this practice are not pleasing to the eye when the report is assembled 
and bound. 
All mechanical equipment should be serviced regularly by a competent 
service man, to minimize the possibilities of a breakdown during a busy 
period. 
Standardization of stationery and supplies to the greatest possible extent 
is also desirable. It should be practical to adopt not more than four or 
five sizes for working paper and report paper, and the fewer the sizes 
the better. Paper of uniform grade and quality should be used, and the 
accountant should assure himself of the availability of a reasonably con-
tinuous supply in the future, so that clients' reports will be uniform. 
The accountant should keep a form book of all forms designed for his 
own as well as for his clients' use. Each form should be numbered, and 
the date and quantity ordered should be printed on the form. The name 
of the printer, specifications, prices paid, and other details should be noted 
on these sample forms or elsewhere in the form book. 
A modern and up-to-date library is just as necessary in an accounting 
office as in a law office. Some type of loose-leaf Federal income tax service 
has become one of the essential working tools of accountancy. Similar 
series covering the operation of State and Federal pay-roll tax laws 
and various State tax laws are also frequently found in accountant's offices. 
Periodicals dealing with accountancy and perhaps some trade journals 
representing industries and trades in which a number of clients are engaged 
will also accumulate. Standard texts and references on intermediate and 
advanced accounting and handbooks on various phases of accounting will 
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form the basis of a library which, over the course of years, will probably 
amount to 100 volumes or more. 
Reports 
An accountant's report, whether it is the report of an audit or a monthly 
financial statement, is the only tangible evidence of his work. Also, it is 
usually a permanent document or will remain in the client's files for an 
indefinite period of time. It may be submitted or shown to persons of 
whom the accountant never hears. Consequently, too much care cannot be 
exercised i n the preparation of neat and attractive reports of uniform 
quality. The best grade of paper and carbons obtainable should be used. 
The last step before the signature of a report is the final proofreading. 
This should be done by the accountant himself. Regardless of the amount 
of care exercised in the typing and checking of reports, an experienced 
accountant will often detect errors which have slipped through. It is not 
unnatural that clients should place undue importance on such minor errors. 
Therefore, extreme measures must be adopted to guard against them. Much 
fine work can be overshadowed by carelessly prepared reports. 
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APPENDIX 
References for Further Reading 
GOVERNMENTAL PUBLICATIONS 
"Record Keeping for Small Stores," Senate Committee Print No. 2. 
(A manual for small retailers prepared by the Department of Commerce 
and published by the Special Committee to Study Problems of American 
Small Business.) 1945. Price 35 cents.1 
"Record Keeping Systems for Small Stores" (a reference sheet of record 
keeping systems) available free from the Inquiry Reference Service, 
Department of Commerce, Washington 25, D. C. 
"Small Business Manuals." Each of the Small Business Manuals listed 
on the inside front cover (except the first) contains material on record 
keeping. Other manuals in the series are in preparation.1 
"Trade and Professional Associations of the United States," Industrial 
Series No. 3, Department of Commerce, 1941. Price 70 cents.1 
NONGOVERNMENTAL PUBLICATIONS 
"Accountants' Handbook" (third edition) Paton, W. A., Editor. Ronald 
Press, New York, 1943. 
"Accountants' Index" and Six Supplements (a bibliography of accounting 
literature), American Institute Publishing Company, New York. 
"Accounting Efficiencies in Small Companies," Kleinau, Glenn R., Na-
tional Association of Cost Accountants, Bulletin, October 15, 1945, p. 147. 
"Accounting Systems," Heckert, J. Brooks. Ronald Press Co., New 
York, 1936. 
"Accounting Systems, Their Design and Installation," Thompson, Wil-
liam Rodney. La Salle Extension University, Chicago, 1936. 
"Accounting Law Service," Commerce Clearing House, Inc., Chicago 
(published in cooperation with the American Institute of Accountants.) 
"The Accountant's Tax Library and Its Uses," Marcosson, Mark, The 
New York Certified Public Accountant, March 1946, p. 126. 
"Available Uniform Accounting Manuals," National Association of Cost 
Accountants, Bulletin, vol. XX, No. 19. 
"Contemporary Accounting." A refresher course for public accountants. 
Leland, Thomas W., Editor. The American Institute of Accountants, New 
York, 1945. 
47 
"The Ethics of a Profession," Richardson, A. P., American Institute 
Publishing Co., New York, 1931. 
"Handbook of Accounting Methods," Lasser, J. K., Editor. D. Van 
Nostrand Co., Inc., New York, 1943. 
"How Small a Community Will Support a Public Accountant's Office," 
Rea, Richard C., The Journal of Accountancy, April 1946, p. 289. 
"Modern Accounting Systems," Gordon, William D., and Lockwood, 
Jeremiah, 2d ed. rev. John Wiley and Sons, Inc., New York, 1937. 
"National Conference of Lawyers and Certified Public Accountants," 
Maxwell, David F., and Charles, William. The Journal of Accountancy, 
February 1946, p. 120. 
"Public Accounting as a Career," American Institute of Accountants, 
13 East 41st St., New York 17, N. Y., 1945. 
"Public Accounting in Small Communities," Rea, Richard C. Journal 
of Accountancy, October 1945, p. 276. 
"Specialized Accounting Systems," Bailey, Henry Heaton. John Wiley 
and Sons, Inc., New York, 1941. 
"Systems Installation in Accounting," Geier, George J., and Mautner, 
Oscar. Burnell-Snow, Inc., New York, 1932. 
"Standard Ratios for Retailing," Mitchell, Walter C , Dun and Brad-
street, Inc., New York, 1940. 
1
 Available from the Superintendent of Documents, United States Government Printing Office, Washington 
25, D. C. 
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Secretaries of State Boards of Accountancy 
Alabama: 
CHESTER H. KNIGHT, Secretary, 
Alabama State Board of Public 
Accountancy, 
Box 1506, 
University, Ala. 
Alaska: 
JAMES C. COOPER, Secretary, 
Alaska Territorial Board of 
Accountancy, 
P. 0 . Box 2275, 
Juneau, Alaska 
Arizona: 
FRED H. WOODWARD, Secretary, 
Arizona State Board of 
Accountancy, 
Luhrs Bldg. 
Phoenix, Ariz. 
Arkansas: 
WALTER F. THEIS. Secretary, 
State Board of Accountancy 
of Arkansas, 
508 Simmons Bldg., 
Pine Bluff, Ark. 
California: 
B. W. BOURS, Secretary 
California State Board of 
Accountancy, 
620 Market St. 
San Francisco 4, Calif. 
Colorado: 
DAVID MCE. WATSON, Secretary, 
State Board of Accountancy of 
Colorado, 
U. S. National Bank Bldg., 
Denver 2, Colo. 
Connecticut: 
GEORGE W. CHILDS, JR., Secretary, 
Connecticut State Board of 
Accountancy, 
205 Church St, 
New Haven 10, Conn. 
Delaware: 
JAMES W. BURNS, Secretary, 
Delaware State Board of 
Accountancy, 
1083 Dupont Bldg., 
Wilmington, Del. 
District of Columbia: 
MILLARD T. CHARLTON, Secretary, 
Board of Accountancy for the District 
of Columbia, 
Tower Bldg., 
Washington 5, D. C. 
Florida: 
JAMES I. KELLER, J R , Secretary, 
Florida State Board of Accountancy, 
1414 Security Bldg, 
Miami 32, Fla. 
Georgia: 
R. C. COLEMAN, Joint Secretary, 
State Examining Boards, 
Georgia State Board of 
Accountancy, 
Room 111, State Capitol, 
Atlanta 3, Ga. 
Hawaii: 
ERNEST R. CAMERON, Secretary, 
Hawaii Territorial Board of 
Accountancy, 
314 Bishop Trust Bldg., 
Honolulu 2, Hawaii. 
Idaho: 
MISS AGNES BARN HARD, Director of the 
Bureau of Occupational License, 
State House, 
Boise, Idaho. 
Illinois: 
DONALD A. GROSSMAN, Clerk, 
University Committee on 
Accountancy, 
Urbana, Ill. 
Indiana: 
T. M. HINDMAN, Secretary, 
State Board of Certified Accountants 
of Indiana, 
304 State House, 
Indianapolis, Ind. 
Iowa: 
LOUIS J. MUEHLE, Secretary, 
Iowa Board of Accountancy, 
304-306 Securities Bldg, 
Des Moines 9, Iowa. 
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Kansas: 
C. L. COE, Secretary, 
Kansas CPA Board of Examiners, 
•229 United Bldg., 
Salina, Kans. 
Kentucky: 
WALLER GROGAN, Secretary, 
State Board of Accountancy of 
Kentucky, 
Lincoln Bank Bldg., 
Louisville, Ky. 
Louisiana: 
ROBERT B. HAWTHORN, Secretary, 
State Board of Certified Public 
Accountants of Louisiana, 
616 Louisiana National Bank Bldg., 
Baton Rouge, La. 
Maine: 
RICHARD M. MILLETT, Secretary, 
Maine Board of Accountancy, 
465 Congress St., 
Portland 3, Me. 
Maryland: 
J. WALLACE BRYAN, Secretary, 
Maryland Board of Examiners of 
Public Accountants, 
1302 Mercantile Trust Bldg., 
Baltimore 2, Md. 
Massachusetts: 
ARTHUR W. YARDLEY, Secretary, 
Massachusetts Board of Registration 
of Certified Public Accountants, 
10 State St., 
Boston, Mass. 
Michigan: 
ERNEST H. FLETCHER, Secretary, 
Michigan State Board of Accountancy, 
3110 Book Tower, 
Detroit 26, Mich. 
Minnesota: 
LYLE W. HINES, Secretary, 
Minnesota State Board of Accountancy, 
E-706 First National Bank Bldg., 
St. Paul, Minn. 
Mississippi: 
DICK D. QUIN, Secretary, 
Mississippi State Board of Public 
Accountancy, 
515 Lampton Bldg., 
Jackson, Miss. 
Missouri: 
A. HENRY CUNEO, Secretary, 
Missouri State Board of Accountancy, 
700 National Fidelity Life Bldg., 
Kansas City 6, Mo. 
Montana: 
CONRAD T. BJORNLIE, Secretary, 
Montana State Board of Examiners in 
Accountancy, 
Thisted Bldg., 
Great Falls, Mont. 
Nebraska: 
JOHN P. BEGLEY, Secretary, 
Nebraska State Board of Examiners, 
Creighton University, 
Omaha 2, Nebr. 
Nevada: 
W. B. KOTTINGER, Secretary, 
Nevada State Board of Accountancy, 
P. O. Box 30, 
Reno, Nev. 
New Hampshire: 
CLARENCE H. WRIGHT, Secretary, 
New Hampshire Board of Accountancy, 
196 Main St., 
Nashua, N. H. 
New Jersey: 
JOSEPH J. SEAMAN, Secretary, 
New Jersey State Board of Public 
Accountants, 
214 Smith St., 
Perth Amboy, N. J. 
New Mexico: 
JESSE B. MURRAY, Secretary, 
New Mexico State Board of 
Accountancy, 
Box 312, 
Carlsbad, N. Mex. 
New York: 
HORACE L. FIELD, Chief, 
Bureau of Qualifying Certificates 
and Professional Examinations, 
State Education Department, 
Albany 1, N. Y. 
North Carolina: 
W. M. Russ, Secretary, 
North Carolina State Board of 
Accountancy, 
302 Security Bank Bldg., 
Raleigh, N. C. 
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North Dakota: 
MRS. HELEN BROOKS LARSGAAKD, 
Secretary, 
North Dakota State Board of 
Accountancy, 
136 Fifth Ave. W., 
Dickinson, N. Dak. 
Ohio: 
SIDNEY J. COLLINS, Secretary, 
Ohio State Board of Accountancy, 
711 Mahoning Bank Bldg., 
Youngstown, Ohio. 
Oklahoma: 
OSCAR R. DAVIS, Secretary, 
Oklahoma State Board of Accountancy, 
815 First National Bldg., 
Oklahoma City 2, Oklahoma. 
Oregon: 
It. W. MCINTOSH, Secretary, 
Oregon State Board of Accountancy, 
1410 American Bank Bldg., 
Portland 5, Oregon. 
Pennsylvania: 
ROBERT J. BENNETT, Secretary, 
Pennsylvania State Board for the 
Examination of Public Accountants, 
619 Land Title Bldg., 
Philadelphia 10, Pennsylvania. 
Puerto Rico: 
B. ROSAS HERNANDEZ, Secretary, 
Puerto Rico Board of Accountancy, 
P. 0. Box 2492, 
San Juan, P. R. 
Rhode Island: 
W. B. M. MILLER, Secretary, 
Rhode Island Board of Accountancy, 
726-49 Westminster St., 
Providence 3, R. I. 
South Carolina: 
RAYMON R. FINCH, Secretary, 
South Carolina Board of Examiners 
of Public Accountants, 
P. 0 . Box 12, 
Columbia, S. C. 
South Dakota: 
HENRY A. SCHOLTEN, Secretary, 
South Dakota State Board of 
Accountancy, 
National Bank of South Dakota Bldg., 
Sioux Falls, S. Dak. 
Tennessee : 
H. H. OSBORN, Secretary, 
Tennessee State Board of Accountancy, 
407 American Trust Bldg., 
Nashville 3, Tenn. 
Texas: 
O. H. MASCHEK, Secretary, 
State Board of Public Accountancy 
of Texas, 
920 Goodhue Bldg., 
Beaumont, Tex. 
Utah: 
MISS RENA B. LOOMIS, Assistant 
Director, 
Department of Registration, 
314 State Capitol, 
Salt Lake City, Utah. 
Vermont: 
SETH A. DENSMORE, Secretary, 
Vermont State Board of Accountancy, 
Burlington, Vt. 
Virginia: 
A. W. BUKKET, Secretary, 
Virginia State Board of Accountancy, 
P. 0 . Box 756, 
Richmond 6, Va. 
Washington: 
HARRY C. HUSE, Director, 
Department of Licenses, 
Olympia, Wash. 
West Virginia: 
OKEY K. HAYSLIP, Secretary, 
West Virginia Board of Public 
Accountants, 
P. 0 . Box 1642, 
Huntington 19, W. Va., 
Wisconsin: 
ARTHUR E. WEGNER, Secretary, 
Wisconsin State Board of Accountancy, 
1000 State Office Bldg., 
Madison 2, Wis. 
Wyoming: 
KARL B. AXT, Secretary, 
Wyoming State Board of Accountancy, 
211 W. 19th St., 
Cheyenne, Wyo. 
Virgin Islands: 
Louis SHULTERBRANDT, Secretary, 
Virgin Islands Board of Examiners 
of Accountants, 
Charlotte Amalie, 
St. Thomas, Virgin Islands. 
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Providence 3, R. I., 631 Industrial 
Trust Bldg. 
Richmond 19, Va., 801 E. Broad St., 
Room 2, Mezzanine. 
St. Louis 1, Mo., 107 New Federal 
Bldg. 
Salt Lake City I, Utah, 321 Atlas 
Bldg. 
San Antonio 5, Tex., 101 Transit 
Tower Bldg. 
San Diego 1, Calif., 906 Columbia St. 
San Francisco 11, Calif., 307 Court-
house. 
Savannah, Ga., Room 6, U. S. Court-
house and Post Office Bldg. 
Seattle 4, Wash., 809 Federal Office 
Bldg. 
Sioux Falls 6, S. Dak., 310 Policy-
holders National Bldg. 
Syracuse 2, N. Y. 224 Harrison St. 
Texarkana 5, Tex., 817 Texarkana 
Nat'l Bank Bldg. 
Wichita 2, Kans., 205 K. F . H. Bldg. 
Worcester 8, Mass., 340 Main St. 
• Timely news on problems that face businessmen today. 
• Marketing information on numerous business activities. 
• Economic surveys and trends. 
• New products being designed for consumer use. 
• Progress and changing conditions of industry and business. 
• Monthly listing of all business service material published by 
the U. S. Department of Commerce. 
• What's New—a regular feature on patents dedicated for public 
use, and new and abandoned patents. 
These are typical of the material currently appearing. Articles written by 
specialists in the U. S. Department of Commerce as well as those of other govern-
mental agencies. 
Annual Subscription $1 
Order today from the 
Superintendent of Documents, U. S. Government Printing Office 
Washington 25, D. C. 
(Make check payable to Treasurer, U. S. A.) 
Every Businessman Could Profit 
by Reading 
Pocket Size 
DOMESTIC 
COMMERCE 
96 Pages 
of 
Facts and Ideas! 
